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THE ECONOMY began to recover early in 1971 from the 
fourth-quarter-1970 cyclical trough. However, growth in 
activity was insufficient to generate large increases in em-
ployment, and the unemployment rate showed no improve-
ment. Moreover, inflationary pressures continued strong, as 
wage increases outpaced gains in productivity and prices 
advanced at a rapid rate. As a result, in mid-August, a wide-
ranging new economic program was introduced designed to 
curb the rise in wages and prices, to stimulate domestic growth, 
and to improve the Nation's external economic situation. 
Toward the end of the year the pace of economic activity was 
accelerating. 
For 1971 as a whole, gross national product increased by 
$73 billion. This was less than 3 per cent in real terms, an 
extremely modest rise, particularly for a year of recovery. 
The year 1971 had started with a strong upsurge in GNP. 
However, this gain reflected in large measure a rebound in 
automobile sales following the end of a strike at a major auto 
company. Growth in GNP decelerated in the second quarter 
despite substantial fiscal stimulus and continued rapid growth 
in the monetary aggregates. Although consumer outlays main-
tained a moderate pace of growth and residential construction 
activity recorded substantial gains, several factors tended to 
act as a drag on recovery in this period: Real outlays for 
business fixed investment remained depressed—despite some 
recovery in profits—reflecting substantial underutilization 
of capacity; spending by the Federal Government for goods 
and services edged downward as outlays for defense were 
cut further; and net inventory investment remained modest, 
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despite the stockpiling of steel in anticipation of a possible 
strike in August. Moreover, a serious further deterioration 
in U.S. foreign trade accounts wiped out the positive balance 
of net exports after the first quarter. As a result, industrial 
production grew very slowly, not even reaching its pre-auto-
strike level; employment gains remained modest; and the un-
employment rate held around a discouraging 6 per cent level. 
To slow inflation, a 90-day freeze was placed on prices, 
wages, and rents on August 15. This action was followed by a 
more flexible program of controls aimed at holding wage in-
creases to an annual average of 5.5 per cent. The goal, after 
allowing for average gains in productivity, was to hold in-
creases in prices to about 2.5 per cent. Dividend increases 
were to be limited generally to 4 per cent, and interest rates 
were to be stabilized, if necessary, at levels consonant with 
orderly economic growth. The President also proposed a 
fiscal package of tax cuts for individuals and businesses so 
as to stimulate the growth of economic activity. Converti-
bility of the dollar into gold was suspended and a temporary 
10 per cent surcharge was imposed on imports. Both measures 
were designed as steps in a program to improve the balance 
of payments. 
The initial response to the new economic program was 
encouraging. Wage and price increases slowed dramatically 
during the freeze. Sales of domestic-type cars (which include 
models produced in Canada but sold in the United States) 
spurted as the proposed retroactive elimination of the excise 
tax, the freeze on 1972-model car prices, and the surcharge on 
prices of foreign autos attracted buyers. 
1| PRODUCTION little changed in 1971; PRICES rise sharply until freeze 
1967=100 BILLIONS OF DOLLARS 1967=100 
Industrial production, FR data; corporate profits, Dept. of Commerce data; prices, Bureau of Labor Statistics data, seasonally 
adjusted. 1971 Q4 is Oct.-Nov. average. 
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Although the rate of auto sales slipped in late 1971, other 
consumer demands were fairly expansive, and with continued 
strong gains in residential construction, an improved rate of 
capital spending, and resumption of inventory accumula-
tion, real economic activity rose considerably in the last 
quarter. Moreover, there was an improvement in business 
attitudes that was reflected in a planned increase in capital 
outlays for 1972. It is anticipated that labor costs and prices 
will rise more moderately—after an initial catch-up period— 
during Phase II than in the pre-freeze period. 
INCOME Personal consumption expenditures grew substantially faster 
OUTLAYS jn t^an jn i97Q. jncrease jn such outlays—over $45 
billion—represented a gain of close to 3.5 per cent in real 
terms as compared with a real increase of barely 1.5 per cent 
during the previous year. But the relative improvement was 
modest for a recovery year. Continued concern about inflation 
and future income prospects was reflected in a high personal 
saving rate, which remained above 8 per cent for most of 1971. 
During the first half of the year gains in consumer demand 
were supported by an accelerated growth in disposable in-
0 INCOME and CONSUMER SPENDING 
Z improve; SAVING RATE still high 
CHANGE, BILLIONS OF DOLLARS 
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Dept. of Commerce quarterly data, seasonally adjusted at annual rates. 
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come, reflecting some recovery in employment, increased 
Federal transfer payments, and tax cuts that became effective 
at the beginning of the year. A substantial retroactive increase 
in social security benefits toward the end of the second quarter 
was largely responsible for the sharply increased rate of 
saving during that period. 
Much of the strength of consumer demand in the first few 
months of 1971 represented a recovery in auto sales following 
the fourth-quarter-1970 auto strike. But sales of domestic 
models stabilized in the spring at about an 8% million annual 
rate, approximately the pre-strike rate. Rising demand for 
foreign cars—which are, on average, less expensive—took 
up some of the slack, with sales reaching an annual rate of 
about IV2 million units in the second quarter. Purchases both 
of durable goods other than autos and of nondurables showed 
only moderate growth throughout the first half, while consumer 
spending on services continued to show steady increases. 
However, much of the gain for all of these expenditure cate-
gories was due to rising prices. Over all, the increase in con-
sumer outlays was much more modest in the second quarter 
than in the first. 
Gains in disposable income slowed considerably after mid-
year—reflecting the absence of the large, first-half increases 
in transfer payments and relatively small increases in em-
ployment, as well as the wage-price freeze and Phase II 
restraints. Consumption grew more rapidly than disposable 
income, and the saving rate edged down, but the increase 
in consumer spending was less rapid than in the first half. 
CONSUMPTION, DISPOSABLE PERSONAL INCOME, AND 



















Percentage change from previous quarter  Per cent 
I  11.7  7.7  12.9  8.9  8.1 
II  9.8  5.7  7.8  3.8  8.6 
III  4.8  2.0  6.9  4.0  8.1 
IV
P  3.4  2.0  5.3  4.0  7.7 
p Preliminary. 
NOTE.—Disposable personal income and personal consumption expenditures are at season-
ally adjusted annual rates. 
Consumers responded vigorously to the substantial in-
ducements for auto buyers in the new economic policies. 
Sales of domestic-type cars surged to an annual rate of about 
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9% million units for the 3-month period of the freeze. Although 
auto sales dropped back in late November and December, 
other consumer expenditures rose moderately. In real terms 
the rise in consumer outlays in the fourth quarter was about 
in line with gains recorded in the previous two quarters. 
Surveys of consumer attitudes and buying intentions taken 
late in the year suggested an improvement in consumer con-
fidence, as did the sharp expansion in consumer instalment 
credit. 
RESIDENTIAL Private residential construction was exceptionally strong 
CONSTRUCTION jn 1971. jn current dollars, outlays for such construction in-
creased by more than $10 billion for the year as a whole; in 
real terms this represented a rise of about 25 per cent. Private 
housing starts climbed strongly through the year to a record 
rate of 2.2 million units in the second half—about 50 per cent 
above the 1970 average. This level of starts was even more 
impressive when viewed in conjunction with the continued 
boom in shipments of new mobile homes, which accounted 
for nearly half a million units in 1971. 
The increase in new housing activity reflected not only 
a strong underlying demand for shelter and low vacancy rates 
but also an unprecedented increase in savings flows to mort-
gage lending institutions and a moderate reduction of mortgage 
interest costs. The continued availability of subsidy funds for 
several types of federally assisted housing programs was also 
important. Starts under the various subsidy programs in opera-
tion during 1971 apparently accounted for at least as many 
3 | HOUSING has record year 
Private housing starts and permits, Bureau of Census data; expenditures, Dept. of Commerce 
data; all series, seasonally adjusted annual rates (1971 Q4 preliminary). 
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units as the record 440,000 reached in 1970. However, 
given the substantial advance in the nonassisted sector, such 
starts were a relatively less important factor in the total resi-
dential construction picture than during the previous year. 
The past year saw a shift in the mix away from the smaller 
and less expensive single-family homes that had characterized 
the 1970 market. Nevertheless, builders continued to feature 
a high proportion of townhouses and apartments in an attempt 
to offset higher land and construction costs. The median 
price of new single-family homes in 1971 was still below the 
1969 level, but above that of 1970. 
Some indications of a possible leveling off of starts became 
evident late in the year. The rate of inflows to financial insti-
tutions that specialize in residential mortgages moderated 
somewhat after mid-1971. Also, in some areas, notably in the 
West and South, rental vacancies began to edge up. However, 
permits for new building remained at a high level, and the 
recent advanced pace of starts insures some further expansion 
in residential construction expenditures well into 1972. More-
over, such activity should continue to be bolstered by Federal 
programs for assistance to low- and middle-income housing. 
Further increases in the rate of completions over the near 
future should also provide additional stimulus to the demand 
for furniture, appliances, and other household furnishings. 
BUSINESS FIXED The disappointing growth in business fixed investment in 1971 
INVESTMENT —up by $6 billion, but little changed in real terms—was a key 
factor limiting the pace of economic recovery in 1971. Out-
lays for new plant and equipment, which account for around 
80 per cent of business fixed investment, remained particularly 
weak, increasing by only about 2 per cent from the 1970 level. 
In real terms, this marked a decline for the second consecutive 
year. 
Sluggishness in capital spending was influenced by the 
indifferent performance of industrial production and by low 
rates of manufacturing capacity utilization, which remained 
close to 75 per cent throughout the year. Even though cor-
porate profits recovered somewhat from their 1970 trough, 
uncertainty about the strength of future demand reinforced 
the cautious attitudes of businessmen. 
Outlays for new plant and equipment by manufacturing 
firms in 1971 were more than 5 per cent below the 1970 level; 
new investment in industrial buildings was especially weak. 
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Reduction in spending was pronounced in the primary metals 
group, which had been affected by labor uncertainty in steel, 
aluminum, and copper earlier in the year. Declines were also 
reported in machinery and transportation equipment— 
particularly in the aircraft industry, which suffered from further 
cutbacks in spending for defense and space equipment. In 
M Gain in REAL INVESTMENT small. . . 
4 CAPACITY UTILIZATION at very low rate 
BILLIONS OF DOLLARS 
1969 1970 1971 
Business fixed investment, Dept. of Commerce data, seasonally adjusted annual rates; 
capacity utilization, FRdata(1971 Q4estimated). "Real" is 1958dolIars. 
contrast, new investment continued relatively strong outside 
of manufacturing, as spending by the utilities and com-
munications industries and in the commercial sector in-
creased sharply. 
Several fiscal measures were introduced in 1971 to stimu-
late investment. An accelerated depreciation schedule was 
announced early in the year, and the President proposed the 
restoration of the investment tax credit in his August 15 
policy package. However, these measures were not passed by 
Congress until December. Although they were made retro-
active, the measures had little discernible effect on business 
investment in 1971 but should have a significant impact in 
1972. 
The outlook for capital spending improved during the final 
months of the year. The Commerce—Securities and Exchange 
Federal Reserve Bulletin: January 19728  FEDERAL RESERVE BULLETIN • JANUARY 1972 
Commission investment survey taken in the fall indicated a 
substantial increase in capital expenditures early in 1972. 
This was confirmed by the annual survey, released early in 
January, which showed a projected increase of 9 per cent 
for 1972 as a whole. The prospect of increased capital in-
vestment appeared to reflect greater optimism about the 
business outlook, with the expectation of increased profits 
and improved corporate cash flows accompanying rising 
sales. 
INVENTORIES 
FINAL SALES AND INVENTORIES 
CHANGE, BILLIONS OF DOLLARS 







Dept. of Commerce data, seasonally 
adjusted at annual rates. Final sales, 
change from previous quarter. Ratio, 
end-of-period inventories to quarterly 
average sales, manufacturing and 
trade. Ratio for 1971 Q4 is Nov. in-
ventories to Oct.—Nov. average sales. 
Inventory investment did not manifest the large gains usually 
associated with the early stages of an economic upswing. This 
was undoubtedly due in part to the fact that there had been 
no inventory disinvestment during the previous downturn. 
Moreover, business inventories were quite high in relation 
to sales as the year began. Faced with only moderate growth 
in consumer expenditures, weakness in demand for capital 
equipment, and further curtailment in outlays for defense, 
businessmen lacked the incentive to accumulate substantial 
inventories in 1971. Inventory investment totaled only about 
$2 billion, slightly less than in 1970. Exclusive of autos 
and steel, which were affected by special influences, there 
was little or no nonfarm inventory investment. 
The early months of the year witnessed a substantial build-
up of auto inventories, as businesses replenished stocks that 
had been depleted during the auto strike in the fourth quarter 
of 1970. In addition, stocks of steel were being accumulated 
during the first half of 1971 in anticipation of a possible strike 
in August. However, increases in these sectors were largely 
offset by continued inventory reductions in the defense 
products and capital equipment industries. 
During the second half of the year, inventory liquidation 
by manufacturers of defense and capital equipment appeared 
to have ceased, and there was some build-up of consumer-
related stocks. But liquidation of steel inventories resulted in 
net disinvestment in the third quarter and continued to de-
press inventory investment for the remainder of the year. 
Over all, business sales rose more than inventories during 
1971, and the inventory-sales ratio was measurably reduced 
during the year from the high 1970 levels. 
GOVERNMENT Federal Government purchases of goods and services re-
mained little changed in 1971 from their 1970 level. In-
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creased purchases for nondefense purposes were about offset 
by further declines in defense outlays. The average size of 
the Armed Forces was cut by nearly 375,000 from 1970, 
while Federal civilian employment was little changed. How-
ever, payrolls were sustained by a Government-wide pay 
raise early in the year and a further increase in military pay 
in November designed to facilitate the building of an all-
volunteer armed service. Purchases of military hardware 
DEFENSE expenditures continue to decline - growth in 
STATE-LOCAL PURCHASES is maintained 
BILLIONS OF DOLLARS  CHANGE, BILLIONS OF DOLLARS 
FEDERAL  GOVT. 
Dept. of Commerce data seasonally adjusted at annual rates. ' 'Change" from previous quarter. 
declined further, and the cumulative effects of such cutbacks 
continued to have severe repercussions on the defense products 
industries and their suppliers. Production of defense and space 
equipment continued to edge down, and at the year-end 
employment in defense products industries was more than 
150,000 below year-earlier levels. 
On the whole, Federal expenditures in 1971 exceeded 
revenues by more than $23 billion (national-income-accounts 
basis) or by nearly $10 billion more than during the preceding 
year. Federal pay increases, higher social security benefits, 
and increases in other transfer payments raised expenditures. 
Grants-in-aid to State and local governments also ran more 
than $5 billion higher than in 1970. At the same time, a slower 
than anticipated rate of economic growth, additional tax 
reductions enacted during the year, and a relatively low level 
of profits caused increases in receipts to fall short of expec-
tations. 
Purchases by State and local government rose by over $13 
billion between 1970 and 1971, a slightly greater increase 
than in 1970. The rise in State and local government em-
ployment was somewhat less than the average for other re-
cent years, mainly as a result of a smaller increase in school 
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enrollments and taxpayer resistance to higher costs. New 
legislation offering Federal assistance for specific kinds of 
public service employment in State and local government 
had only a limited impact, which was confined to the last few 
months of the year. 
Although State and local government borrowing was 
facilitated by easier conditions in financial markets and lower 
interest rates, a large portion of the funds raised were used 
to strengthen financial positions, and construction expendi-
tures increased by only a little more than $1 billion during 
the year. The wage freeze and slower employment gains also 
held down increases in expenditures during the final quarter 
of 1971. 
EXPORTS AND IMPORTS 
U.S. MERCHANDISE TRADE 
BILLIONS OF DOLLARS 
Dept. of Commerce data seasonally 
adjusted at annual rates. 
The further deterioration of the U.S. net export position also 
contributed to the sluggishness of the recovery in 1971. Over a 
period of years a number of underlying factors—in particular, 
rapidly rising domestic prices—have been operating to weaken 
net exports. In 1971 the international exchange crisis that 
erupted in the second quarter and actual or threatened strikes 
in a number of key sectors were also important adverse in-
fluences. Moreover, whereas last year was one of modest 
economic recovery in the United States, economic expansion 
slowed down for a number of our most important trading 
partners. As a result, for the year as a whole, our exports of 
goods and services increased by only 4 per cent while im-
ports rose by about 9 per cent, and our net surplus of ex-
ports of goods and services all but disappeared. This was 
the first year since 1935 that imports of merchandise ex-
ceeded exports. 
This situation in the trade accounts, along with massive 
outflows of capital, underscored the need for new initiatives 
in economic policy and helped lead to the measures announced 
on August 15. These included a suspension of dollar con-
vertibility into gold and the imposition of a temporary 10 
per cent surcharge on about half of our imports—which was 
removed in mid-December. However, uncertainty about 
international trade and monetary developments and about 
port operations disrupted by dock strikes continued to affect 
net exports adversely after August 15. 
At a meeting of the Group of Ten in Washington in mid-
December, agreement was reached on appreciation of the 
currencies of the major industrialized countries against the 
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dollar by more than 11 per cent. Although improvement 
in the U.S. net export position stemming from the exchange 
rate adjustments is likely to be gradual, this agreement af-
fords the opportunity for a much stronger foreign trade po-
tential over the longer run. 
MANPOWER Even though there was some recovery in the growth of real 
UTILIZATION output, the labor market continued slack in 1971 and un-
employment remained relatively high. After a year of de-
cline, nonfarm payroll employment began to rise in early 
1971, but the gains were small. In December 1971 nonfarm 
payroll employment was only about 800,000 above a year 
earlier and the level was still 40,000 below its March 1970 
peak. Gains were concentrated in the nonindustrial sectors 
of the economy—particularly in services and in State and 
BLS quarterly data seasonally adjusted. 
local government. But even here expansion was moderate by 
comparison with the average growth of recent years. 
Manufacturing employment, which had fallen sharply 
throughout 1970, edged down unevenly during much of 1971; 
the year-end level was about 250,000 below a year earlier 
and was off about 1.7 million from its July 1969 record high. 
Employment of both production and nonproduction workers 
was cut further during the year as businesses continued to take 
EMPLOYMENT gains small; 
UNEMPLOYMENT remains high 
CHANGE, MILLIONS OF PERSONS 
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measures to limit increases in labor costs. On the other hand, 
the workweek for production workers edged up late in the 
year. 
Increases in total employment about matched the growth in 
the labor force. At the year-end the civilian labor force was 
about 1.7 million above its year-earlier level, with the in-
crease reflecting the effect of the large reduction in the Armed 
Forces. After rising to 6 per cent at the end of 1970, the un-
employment rate showed little change in 1971. 
Unemployment remained high among most labor force 
groups: White-collar workers were particularly hard hit— 
their unemployment rate, at 3.5 per cent, reached its highest 
point since the introduction of the series in 1958—and 
unemployment remained relatively high (7.4 per cent) for blue-
collar workers. Joblessness among white workers increased to 
5.4 per cent in 1971, and among Negroes to 9.9 per cent—in 
both instances a rise of about a fifth from 1970. 
Despite the slack in the labor market, wages continued to 
increase at a rapid pace in the first half of 1971. Reflecting 
7 Rise in UNIT LABOR COSTS moderates as 
7 PRODUCTIVITY recovers 
PERCENTAGE CHANGE FROM PREVIOUS YEAR 
RATIO SCALE, 1967=100 
UNIT LABOR COSTS 
1969  1970  1971 
BLS quarterly data seasonally adjusted. 
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large gains in both union and nonunion sectors of the economy, 
average hourly compensation for the private nonfarm economy 
increased at an annual rate of about 7.5 per cent in the first 
two quarters, a higher rate than for the comparable period in 
the preceding year. Just prior to the imposition of the wage 
freeze, however, there was some indication of a slowing 
in the growth of such earnings, particularly in services and 
manufacturing. In the construction industry, where wages 
had been rising at an extremely rapid rate in 1970 and in early 
1971, the Construction Industry Stabilization Committee 
was sucessful in reducing the rate of growth somewhat. 
Nevertheless, wage gains of construction workers continued 
well above the average for all workers. 
In mid-August the President imposed a freeze on wages 
and prices for 90 days as the first step in a program designed 
to curb inflation and to expand economic activity. The intent 
of the new economic program was to limit the average in-
crease in compensation to no more than 5.5 per cent and— 
by stimulating real gains in the economy—to achieve a sus-
tained high rate of growth in productivity, thereby further 
reducing the pressure on unit labor costs. In the 3 months 
of the wage freeze, the rise in average hourly earnings for the 
private nonfarm economy was slowed markedly, to an annual 
rate of about 2.3 per cent from 6.0 per cent in the first 8 months 
of 1971. In manufacturing, average hourly earnings of pro-
duction workers, which had been increasing at an annual 
rate of about 5.4 per cent earlier in the year, slowed to a rate 
of 1.1 per cent during the freeze. But after the freeze ended, 
as had been anticipated, there was a sharp jump in average 
hourly earnings, reflecting some retroactive payments and 
deferred increases as well as new wage agreements affecting 
coal mining and railroads. 
Productivity increases accelerated early in 1971 and the in-
crease in unit labor costs slowed. Productivity in the private 
nonfarm sector, which had risen by less than 1 per cent for all 
of 1970, recorded a substantial gain in the first quarter of 1971 
with the rebound of activity following the auto strike. In the 
next two quarters, productivity increased at an annual rate 
of nearly 3 per cent. As a result, after rising by more than 
6 per cent in 1969 and 1970, increases in unit labor costs in 
the first three quarters averaged about 4 per cent. If pro-
ductivity continues to grow at a relatively fast pace, and the 
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Pay Board's goal is achieved, the rise in unit labor costs should 
continue to moderate significantly further. 
PRICES Despite substantial underutilization of resources, prices con-
tinued to rise rapidly until the freeze. In early 1971 there had 
been a temporary easing of consumer price increases at-
tributable to declining interest rates for home mortgages. 
However, the consumer price index began to rise more 
sharply again when these costs leveled out, reflecting con-
tinued substantial price increases for most commodities and 
services. Excluding mortgage costs, the increase in the first 
half of the year was close to the 5 per cent gain recorded in 
the second half of 1970. 
Wholesale prices rose at about a 5 per cent annual rate in 
the first 8 months of the year, considerably above the rate 
of increase in 1970. The resumption of rising prices for farm 
products and processed foods and feeds was mainly re-
sponsible for the acceleration in the first half of the year. 
However, by midsummer, prospects of a large harvest were 
reflected in a decline in prices for farm products. On the other 
hand, the rate of price increase for industrial commodities 
rose more rapidly in the 2 months prior to the freeze, as 
price increases of materials accelerated. 
In the 3-month period of the price freeze—mid-August 
to mid-November—industrial commodity prices fell some-
what and farm and food prices declined about seasonally. 
The rate of rise in consumer prices slowed to less than 2 per 
cent. Price increases permitted under Phase II guidelines 
may be concentrated in the next few months, causing a 
temporary spurt in the indexes as was the case for wholesale 
and consumer prices in December, but over the longer run the 
rate of price rise is expected to be more moderate than before 
August 15. • 
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